
Fundamentals of Asset Management

Step 9. Determine Funding Strategy

A Hands-On Approach
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Tom’s bad day…
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Fifth of 5 core questions

5. What is my best long-term funding strategy?
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Renewal
Annuity

AM plan 10-step process
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5. What is my best long-term funding strategy?
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Asset management investment planning elements

Capital investment
• Renewal (repair, refurbish, replace)
• Augmentation (capacity, functionality)

Maintenance investment
• Planned

• Preventive
• Predictive
• Corrective

• Unplanned

Operations investment
Operations cost trends

Life-cycle projected costs
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Renewal programs
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Rolling annuities – 10 year example
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Renewal - Collection

0

20

40

60

80

100

120

20
06

20
09

20
12

20
15

20
18

20
21

20
24

20
27

20
30

20
33

20
36

20
39

20
42

20
45

20
48

20
51

20
54

20
57

20
60

20
63

20
66

20
69

20
72

20
75

20
78

20
81

20
84

20
87

20
90

20
93

20
96

20
99

21
02

21
05

Year

Ex
pe

nd
itu

re
 - 

$M
 (C

ur
re

nt
 D

ol
la

rs
)

Replacements - Collection System
Rehabilitation - Collection System



Fundamentals of Asset Management 9

Renewal – Treatment Plants
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Total projected renewal costs – “legacy costs”
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Future Growth and LOS

0

50

100

150

200

250

20
06

20
09

20
12

20
15

20
18

20
21

20
24

20
27

20
30

20
33

20
36

20
39

20
42

20
45

20
48

20
51

20
54

20
57

20
60

20
63

20
66

20
69

20
72

20
75

20
78

20
81

20
84

20
87

20
90

20
93

20
96

20
99

21
02

21
05

Year

Ex
pe

nd
itu

re
 - 

$M
 (C

ur
re

nt
 D

ol
la

rs
)

Renew - Future Los/Growth
CIP - Future LoS
CIP - Future Growth



Fundamentals of Asset Management 12

Operations and Maintenance
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Total projected (optimized) costs
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Financing strategies

“Pay as you go” – current revenues
• Dedicated reserve account (‘hands off”)
• Replacement/renewal recovery fee embedded in rate structure

“Pay as you use” – debt service
• “slice of debt service”
• “intergenerational equity”
• Interest as an expense that reduces available capital
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Cash flow projections
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Cash impact by scenario
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Projected rates over time by financing scenario
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Key points from this session

Key Points:
“Full economic cost” is the 
foundation concept from which 
effective financial decision-making is 
made.
Replacement and refurbishment 
cost, not historic depreciation, is key 
to good financial decision-making
“Long-term Annualized Renewal 
Annuity” provides the baseline 
funding for sustained performance.
Telling the asset consumption “story”
in simple, effective, big-picture terms 
sets the stage for LOS discussion 
and business risk based decision-
making.

Associated Techniques:
Valuation techniques
Net Present Value
Optimized replacement cost tables 
Optimized portfolio-wide, life-cycle 
financial projections
Capital investment strategies
Telling the story with confidence

What is my best long term funding strategy?
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Tom’s spreadsheet
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